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stream of immigration supplying hands to do the rougher 
and less well-paid work, and to form a stratum of society on 
which the American workingman can look down with the 
feeling that he himself is rising in the social scale, thus 
diminishing greatly for him the risk of developing a disturb- 
ing "inferiority complex." 

W. MCDOUGALL. 

Harvard University. 



KNIGHT'S RISK, UNCERTAINTY AND PROFIT ^ 

A GOOD idea of the subject matter of the book is conveyed 
by a description of its three parts. The first, of about fifty 
pages, is methodological and historical, and is labeled "In- 
troductory." Part II, "Perfect Competition," runs to 
nearly one hundred fifty pages, and elaborately utilizes the 
defense of the abstract method made in Part I. Part III, 
called "Imperfect Competition through Risk and Uncer- 
tainty," approaches two hundred pages in length and con- 
tains the author's constructive contribution. 

Of the two chapters in Part I, the methodology of the first 
is unduly self-conscious. The historical notes constituting 
the second chapter are in due proportion, since the book 
does not profess to be a history of the theories of profit. The 
length of Part II is naturally associated with the introductory 
emphasis upon the abstract method. A high degree of ab- 
straction involves the enunciation of principles that are 
nearly, if not quite, self-evident, since testing out and prov- 
ing them is precluded. It seems, therefore, that spun-out 
abstraction becomes either the elaboration of the obvious 
or the bald assertion of the unconvincing. There are ele- 
ments of both these things in Part II. There are other things 
in these chapters beside the abstractions, some of which lead 

1 . Frank H. Knight, Risk, Uncertainty and Profit. Boston and New York, Hough- 
ton Mifflin Company, 1921. Pp. 381. $3.00. (Hart, Schaffner & Marx Prize Essays, 
Vol.31.) 
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up to the constructive theory. The book would have been 
better constructed, in the reviewer's opinion, if the whole 
ground of Part II, together with Chapter I, had been covered 
in a single chapter. Of course this would have involved omis- 
sions. One subject that could have been omitted without 
loss would be the discussion of utility, to which subject the 
reviewer will return. 

The book could also have been made much more intelligible 
by the frequent use of section heads. It is divided into twelve 
chapters that average over thirty pages each. The abstract 
nature of the discussion makes topical subdivision rather 
necessary. An index of less than three pages and a table of 
contents of less than four are, under the circumstances, not 
good as substitutes for section heads, if, indeed, they are 
adequate to their immediate purposes. 

The above criticisms are of minor importance and interest 
compared with the constructive contribution the author 
makes. But the substantial value of the treatise is in Part 
III, and it is perhaps doing a favor to the author as well as to 
his public to suggest that the reader who is tolerably well- 
read in economics can practically ignore the first two parts, 
altho they contain evidences of astute thinking as well as of 
comprehensive reading in the literature of economics. 

It would be desirable to quote from the book a summary of 
the author's conclusions regarding the nature of profit and 
of the entrepreneur's function. But no such summary is 
offered, hence the reviewer will attempt something of the 
sort. Profit is stated to be related to risk and uncertainty. 
With uncertainty eliminated there would be no profit. 
Risks, however, can be reduced by various means, especially 
by insurance or by their grouping and averaging. But there 
remain other uncertainties which the entrepreneur cannot 
eliminate, so far as they affect him, by paying an insurance 
premium. These are distinguished as uncertainties, risks 
not being uncertain when grouped. Uncertainties can only 
be dealt with by the exercise of judgment, the processes of 
which are largelj' unanalyzable, such judgment being a gift 
or special faculty. It may be exercised for hire to a greater 
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or less extent, in which case the entrepreneur is he who chooses 
the one to exercise judgment. In the case of a corporation — 
which is recognized as a crucial problem in the task of identi- 
fying the entrepreneur — there is a graded serifes or system 
of exercises of judgment. The judgments become to an in- 
creasing extent a matter of selecting others to deal with the 
objective imcertainties until the general manager or president 
is reached, who is chosen by the directors, who in turn are 
chosen by the stockholders. The latter are the real entre- 
preneurs, not only in the sense that thej^ take the conse- 
quences of uncertainty but also because they assume the 
ultimate responsibility by their acts in choosing the managers. 
They need know nothing of the business carried on by the 
corporation, their task being merely to choose men that have 
the qualities required for its operation.^ 

It seems to be almost a necessary defect of the quality of 
originality that a new theory be supposed by its author to 
contain more of the truth than it does, and usually all the 
truth. So far as the reviewer knows. Professor Knight has 
presented an original, as well as an important, theory. To 
say that he overestimates its explanatory scope is not a 
severe criticism, unless all the importance it has in his con- 
ception is due to overemphasis. 

One important element of strength in the theory is its 
attempt to find the entrepreneur under conditions where 
business is conducted mainh^ by corporations. No textbook 
with which the reviewer is acquainted (he has read none for 
some time) squarely meets the problem presented by this 
situation. Professor Knight offers a well-reasoned argument 
for identifying the stockholder as the entrepreneur. Previ- 
ously economic theory has usually indicated the manager as 
the entrepreneur, altho the point was not likely to be clearly 
made and was not often consistent with the theory of profit 
held. To meet this problem squarely is a great step in ad- 
vance, even tho the solution offered is not complete and final. 

2. "The crucial decision is the selection of men to make decisions." P. 297. *' It is 
the margin of error in the exercise of this most ultimate faculty of judging faculties 
whose exercise is the essence of responsible control, which constitutes the only true 
uncertainty in the workings of the competitive organization.'* P. 311. 
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Professor Knight shows he has read broadly and thought 
effectively in the literature of corporate organization and 
finance. His view of the importance of the stockholders in 
selecting corporate leaders, and in even thus indirectly 
determining corporate policies, might, at least as applied to 
American conditions, be called naive, but is probably to be 
attributed rather to his zeal for his own theory. Certainly 
in many corporations the directorate is practically chosen 
by cooptation (perhaps under banker dictation), tho the self- 
perpetuating oligarchy is tempered by legal provision for 
revolution. Moreover, the author does not hint at the em- 
plojonent of corporate organization as a device of salesman- 
ship. Business enterprises are still largely organized and 
built up as individual or partnership affairs; and are in- 
corporated when the owners wish to sell. But it is consistent 
with Knight's theory that stockholders may serve better 
as entrepreneurs in the conduct of an established business 
than in the formative period. 

The competing conception with which this theory must 
presumably effect a merger is a price-difference or speculative 
theory of the place of the entrepreneur. A speculator who 
buys on margin and whose stock is held and voted by his 
broker can hardly come within Professor Knight's conception 
of an entrepreneur. A speculator in the futures of the produce 
markets is even more definitely not concerned with judging 
human capacities and choosing men but merely with sheer 
price differences. He sometimes disburdens others of un- 
certainties (when he takes the other end of their hedges) 
and he is always seeking profits that are uncertain. 

In fact, the speculator appears to be the entrepreneur ab- 
stracted from doing anything that is constructive. The 
stockholder's relation to production may be quite similar. 
But if he buys for investment, he will make up his accounts 
differently and income and outgo will be largely made up of 
dividend receipts and interest pajTnents. The moot point is 
whether the kind of uncertainty with which the speculator 
deals is not more nearly typical of the entrepreneur's activity 
than the kind of uncertainty which the author exploits. 
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Professor Knight both digs rather deeply into the foun- 
dation of the theory of profit and also occasionally digresses 
beyond matter having any particular relation to the sub- 
ject. In one way or the other — it seems rather unneces- 
sarily — he devotes considerable attention to the subject of 
the nature of utility. The opinions expressed are such as the 
reviewer cannot fail to deal with critically.' 

The author's views upon this subject are developed espe- 
cially in the first chapter of Part II, entitled, "The Theory of 
Choice and Exchange." The essence of his position is that 
there is no utility that does not find expression in price. 
For example, he says: "The earlier units are no different 
from the later ones . . . ; up to a certain point the balance 
is positive, then it suddenly becomes negative . . . ; each 
[unit] is worth what it costs, but also costs what it is worth." 
(p. 71). The subject of the paragraph is warrant for taking 
"worth" as meaning utility. Another illustration of the 
author's viewpoint (and of its weakness), is the statement: 
"If the thing itself is not wanted somewhere else it will not 
have (exchange) value, and we should not even say utility 
if the word is properly defined" (p. 93). It is quite true 
that, if utility is made synonymous with exchange value, 
whatever has been done with utility in the field of the eco- 
nomics of consumption is vain. But utility has not in fact been 
so defined or conceived. What the statement means is that 
the author has no use for the idea of utility. That rather 
disqualifies him from saying what is a proper definition. 
The frequent reference to economic utility (which may reason- 
ably be translated marginal utility), and to importance and 
worth as synonyms of utility, may be taken to mean, not 
merely that the author does not himself wish to deal with 
the economics of consumption, but that he is also reluctant 
to have others do so. 

Elsewhere "utility in the economic sense" is said to be 
equivalent to "power over conduct" (p. 61). This seems to 

3. Professor Knight is acquainted with the writer's book, Welfare as an Economic 
Quantity, but does not mention it, possibly because its mention would necessarily be 
controversial. 
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be broad enough, tho apparently it is the basis for the state- 
ment made in the same paragraph that " ascribing economic 
utility * to free goods" is "a pernicious error." If all conduct 
be reckoned cost, and if the ascription of utility be refused 
where there is no effort, the statement is plausible. But the 
reviewer would say that a cool breeze on a hot summer day 
has utility, even tho there be enough for all and to spare. 
Even if one must go to a nearby elevation to obtain the 
benefit, to call it an economic good would hardly seem war- 
ranted. Fresh outside air is perhaps never an economic good, 
tho the means of obtaining it doubtless are. Of course 
liquid air is an economic good. It is true that many free 
goods cease to be consciously reckoned with and sought; but 
to refuse to recognize their possession of utility is no more 
a necessary consequence than is the denial of the material 
existence of the air a logical consequence of its not ordinarily 
being visible, tangible, etc. Apples seem to have utility to 
the farmer's boy even when they are to be had in super- 
abundance. 

Even if consciousness of the utility of free goods is in most 
cases potential rather than positive, that is no sufficient 
reason for the allegation that they have no utility. The zero 
of want or utility or affection should doubtless not be thought 
of as an absolute zero or analogous to a vacuum, but rather 
as a level of feeling which is determined in part by use and 
habit. 

The more important practical aspect of the denial of the 
existence of super-marginal utility arises in connection, not 
with free goods, but with goods having economic value, and 
especially with such as are more or less unique or distinctive 
in the particular individual's economy, instead of being units 
of a homogeneous supply. It is rather disconcerting to have 
to argue about the proposition that, in Adam Smith's words, 
value in use may often exceed value in exchange. Does a 
smoker feel that his pipe has less value after it has been well 

4. The confusing, if not question-begging adjective, is commonly used by the author. 
One would be warranted in supposing "economic utility" and " economic goods " to 
be parallel conceptions. 
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seasoned? Will he not spend a half day looking for the old 
pipe while giving no further thought to the loss of a new one? 
Nor is the utility of a seasoned pipe a personal idiosyncracy; 
it is a general phenomenon. What is in the mind of a shopper 
who on occasion says she would not give a cent more for a 
certain article bought, and under different circumstances that 
she would be willing, if necessary, to give (for a different sort 
of article) twice as much as she actually pays? Most du- 
rable goods are not units of a homogeneous supply but are 
in varying degrees distinctive at least, and often unique in the 
individual economy. 

Even as regards a good that is homogeneous, it does not 
seem to the reviewer that salt, for example, will be thought 
of in any family as having only such utility as it may possess 
in the lowest-ranked use to which the head of the family 
might on occasion be ready to put it (perhaps to reduce the 
danger of falling on icy steps). The force that attaches to 
the denial that "there is a difference between utilities of 
different portions of supply" (p. 62) is entirely dependent 
upon the technical fact that definite physical units cannot 
be identified as devoted to particular uses. But for some 
purposes such physical identification is not necessary. Which 
has the greater utility, a pound of salt or a pound of pepper? 

Professor Knight suggests that he is a follower of Wick- 
steed and Fetter (footnote on page 64) in his avoidance of 
hedonistic terminology and implications. His position is in 
effect a refusal to consider what is behind the facts of choice. 
There is no particular occasion for criticism of this attitude 
if adopted as a sort of methodological self-denying ordinance. 
It would perhaps, also, not matter that the position is con- 
sciously anti-hedonistic, but for the fact that its negations are 
much broader.* 

Preceding or accompanying a conscious choice are mental 
processes which constitute or include a judgment of value. 

5. Wicksteed, as read by the reviewer, successfully avoids the employment of the 
term utility and does not lay himself open to any of the criticisms above made. His 
discussion fully recognizes the fact of super^marginal utility. He is not antagonistic to 
a hedonistic explanation of choices in part, but definitely makes room for other pos- 
sibilities. 
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The judgment of value is by no means concerned merely 
with economic values, and when dealing with economic 
goods, tho frequently affected reciprocally by knowledge 
of pecuniary and commercial values, takes into consideration 
any elements of utility that appeal to the subject regardless 
of whether they find expression in price or not. It is not 
common sense to say that the utility of a boy's jacknife is 
proportioned to its price. It is contrary to common sense 
to say that the utility of any familiar article of use and enjoy- 
ment is measured completely by its objective or subjective 
exchange value. Difficulties of measurement or of quantita- 
tive estimation, of course, there are, but to him who would 
deny the existence of the hippopotamus * because its image 
is not easily assimilated, the advice is to learn better. There 
are quantities not readily measurable in yards, pounds, 
quarts, dollars, etc., and they are important for economics. 
Just as the notions of the so-called spiritualists are often 
grossly materialistic, it appears that anti-hedonism can be 
astonishingly gross. 

There are a number of incidental expressions in the book 
that are irritatingly overdone. The suggestion that the dis- 
tinction between earned and unearned income is futile (pages 
128 f., page 170, footnote on page 180) can scarcely be 
ignored. It is true that what a man earns depends largely 
upon inherited ability and upon the educational and other 
advantages his parents and his community have given him 
and it is true his property may have come to him in the same 
way. But, if he earns his own salary but not his brother's 
salary, it would seem that it may also be said that he earns 
the income from his labor but not the interest on bonds he 
has inherited from his father. 

The reviewer regrets the extent to which his comments 
have been critical. The outstanding fact about Professor 
Knight's book is that the author has made a contribution to 
the theory of profit that no student of the subject can afford 
to neglect. Nor is the merit of Part III confined to the main 

6. All have heard of the farmer whoBe reaction to his first sight of a hippopotamus 
was expressed by his exclamation; " There ain't no such animile.** 
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idea. The first chapter of the part on the Meaning of Risk 
and Uncertainty, for example, shows a breadth of conception 
which cannot be expected of the mere economist. The 
reviewer does not find in the epistomology here exploited 
such scholastic quirks as mar other parts of the book. 

G. P. Watkins. 
Washington, D. C. 



